By CHARLES A. WAITE and JOSEPH C. WAKEFIELD

Federal Fiscal Programs

THE budget submitted to Congress
last month is intended to provide a
significant stimulus to the economy in
calendar 1972. By accepting a large full-
employment defieit in the first half of
this year, the administration hopes to
spur the economy sufficiently to reduce
unemployment. to about 5§ percent by
the end of the year,

The budget projects a large increase
in expenditures in the first 6 months
of calendar 1972 followed by a much
more moderate gain in the next 12
months, ie., in fiscal 1973. No major
new spending initiatives, other than a
renewed eall for revenue sharing, are
proposed for fiseal 1973, An increase
in social security taxes is proposed but
other than that, tax rates—which have
been reduced considerably in recent
years—will remain essentially un-
changed after the current quarter.

Unified budget outlays and receipts

The unified budget projects an in-
crease in outlays of $9.6 billion in fiscal
1973, the smallest ndvance since 1969
and consziderably below the record $25.2
billion rise estimated for the current
year (table 1). Civilian programs ac-
count. for almost all—$9.4 billion—of
the 1973 increase. However, new budget
authority for defense spending, an im-
portant indicator of future outlays, is
proposed to advance by over $6 billion,
Outlaye for the soeial security and medi-
gare programs are to rise $6.9 billion,
including the effect of proposed legis-
lation raising benefit levels. General
revenue sharing contributes $2.8 billion
to the 1973 increase in outlays. Taken
together, outlays for all other programs
are essentially unchanged from 1972
with increases in such programs as edu-
cation and manpower, health, and hous-
ing offset by lower net outlays for
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natural resources and by declining un-
employment benefits,

Receipts are estimated to rise $23
billion in fiscal 1973, reflecting the
strong economic expansion assumed in
the budget projections. Receipts under
existing legislation are estimated to
increase $22 4 billion, despite the impact
of recent corporate and personal tax
reductions, while proposed legislation,
mainly affecting social security finane-
ing, would add $0.6 billion. The budget
projections of receipts are based on an
assumed inerease in GNP from $1,047

billion in calendar 1972, a rise of nearly -
9% percent compared to last year's
advance of 7% percent, Personal income
is projected at $924 billion, up $67
billion. Corporate profits before taxes
are estimoted to increase %14 billion to
§99 billion. The large profits increase
reflects the rise in the profits share of
national income that generally occurs
when the economy moves toward
greater utilization of capacity.

Sinece the increase of receipts excesds
tha incresse of outlays, the deficit in
the unified budget is projected to

billion in ealendar 1971 to $1,145 decline $13.3 bilion—{rom $38.8 bil-
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Table l.—Federal Government Heceipls and
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lion in 1972 to $25.5 billion in 1973,
The deficit now estimated for fiscal
1072 is congiderably larger than the
deficit of $274 to $28Y billion estimated
by the administration in September
1971. The new estimate incorporates
both lower receipts and higher expendi-
tures (table 2). Receipts are lower by
$6 to $7 billion, mainly because of
lower incomes and profits. The upward
revision in expenditures—about $4 bil-
lion—is the result of several factors,
including higher levels of unemploy-
ment benefits and congressional action
raising Federal pay.

Smaller decline in NI A deficit

Under the concepts used in the
Federal sector of the national income
accounts (NIA), the budget deficit
declines $7 hillion from %35 billion in
fiscal 1972, to $28 billion in fiscal 1973.
Federal receipts and expenditures as
measured in the national income and
product accounts for the fiscal years
1971-73 are shown in table 3,

The shift to a smaller deficit in fiscal
1973 is less pronounced on the NIA
basis than in the unified budget be-
cause the increase in NIA expenditures
—5$18 billion—is nearly twice that in
unified budget outlays. The larger in-
crease in NIA expenditures is mainly
the result of the following factors: (1)
deliveries as recorded in the NIA are
projected to lag cash payments recorded
in the budget by #% billion in 1972, but
to exceed them by 33 billion in 1973;
(2) financial transactions, which are ex-
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cluded from NIA, account for $3.1 bil-
lion of unified budget outlays in 1972
but for only $1.3 billion in 1973, when
nzset sales are projected to increase;
(3) oil bonus receipts, which are netted
against unified budget outlays but ex-
cluded from the NIA, increase from
$0.5 billion in 1972 to $1.8 billion in
1973; and (4) budget outlays, but not
NIA expenditures, are reduced in 1973
by the transfer of over 81 billion from
a deposit fund excluded from the
budget.

Budget path on the NI 4 basis

On the basis of the budget decument,
the Bureau of Economic Analysis esti-
mates that the NIA deficit in ealendar
1072 will be about $35% billion, com-
pared with a deficit of $23 billion tenta-
tively ecaleulated for ecalendar 1971,
The 1972 estimate rests on a projection
that expenditures will rise $29 billion,
receipts $16% billion. The net effect of
tax changes will lower calendar 1972 re-
ceipts about %4 billion; gross revenue
growth exeluding the effect of tax
changes is thus projected at roughly
%21 billion.

If budget projections are realized, the
actual NIA deficit will jump from about
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Table 2.—Revisions in Fiseal Year 1972
Unified Budget Receipi= and Outlays
From September 1971 to January 1972
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526% billion in the second half of 1971
Lo over $39% billion (seasonally adjusted
at annual rates) in the first half of
calendar 1972, An exceptionally large
increase of $23 billion is projected in
expenditures, Grants-in-aid are to rise
more than $10 billion (annual rate),
largely because of general revenue
sharing (%44 billion) and an advance
payment ($2 billion) of public assistance
grants. Purchases of goods and services
also increase sharply—about $8 bil-
lion—with pay raises accounting for
about one-half of the advance. Among
the other expenditure categories, sub-
sidies will be boosted by rising agri-
culture payments, and transfers will be
inereased by recent legislation ex-
tending unemployment benefits. Net
interest payments are expected to
decline,

Receipts are projected to increase
about $94 billion (annual rate) in the
firat half of calendar 1972, with one-half
of the gain attributable to present and
proposed statutory increases in earnings
subject to the social security tax.
Personal taxes will change little because
increases resulting from growing in-
comes, from upward adjustment of
withholding schedules, and from high
fingl settlements resulting from last
yvenr's underwithholding are offset by
recent tax reductions. Elimination of
the import surcharge in December 1971

lowers indirect business taxes.
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A strong uptrend in economic activity
and rapid growth of receipts are
expected in the second half of calendar
1872, Expenditures will rise only $3%
billion (annual rate), resulting in a
substantial decline in the deficit. Nearly
the entire expenditure increase is at-
tributable to a proposed July increase
in social security benefits. Purchases
are projected as essentially unchanged
from the first hall of the vear, despite
n small (8% billion) pay adjustment for
military personnel. Grants-in-aid are to
decline sharply and interest accruals
increase,

The deficit is projected to decline
even further in the first half of 1973,

Table 4. ~Full-Employment Heceipts and
Expenditures Eatimates, NIA Basis
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when brisk gains in profits and incomes
are expected to account for a strong
growth of receipts. In addition, social
gecurity tax rates are to be raised on
January 1, 1073, Expenditures are
expected to increase about $6% billion
above the second hall of 1972, A pro-
posed military and civilian pay raise,
effective January 1973, adds $2% billion
{annual rate) to purchases, and extended
medicare benefits add $1 billion to
transfers, Interest continues to increase,
and grants-in-aid are expected to resume
their growth. These advances are par-
tially offset by a decline in subsidies
(less the current surplus of government
enterprises) largely resulting from a $1
billion (annual rate) postal rate increase,
projected to be effective January 1973.

Shift in full-employment budget

Fiscal policy will be more stimulative
in calendar 1972 than lust vear, Accord-
ing to recent administration testimony
before the Joint Economic Clommittes,
the full-employment budget on an NIA
basis will shift from a surplus of about
54 billion in calendar 1971 to a deficit
of $6Y% billion in calendar 1972. The
swing of $12 billion contrasts with a
decline of about 82 billion in the full-
employment surplus from 1970 to 1971,
As shown in table 4, all of the 1072 swing
would occur by midyear; thereafter, the

Februnry 1072

full-employment deficit is expected to
decline.

Fiscal 1973 Receipts

Federal receipts in fiscal 1973 are
projected to total nearly $228 billion
on the NIA basis, an advance of about
$25 billion over the current estimate
for fiscal 1972, In the preceding 2-year
period, tax reductions and the sluggish-
ness of the economy limited the growth
of receipts to about $8 billion.

NIA receipts, which are recorded
mainly on an accrual basis, are pro-
jected to increase somewhat more in
fiscal 1973 than budget cash collections.
Accruals are expected to exceed col-
lections by only about $} billion in 1972
but by $2) billion in 1973. This widen-
ing gap results principally from the
projected rapid growth of profits and
personal income, a circumstance in
which NIA receipts can be expected to
grow laster than cash collections.

The projected fiscal 1973 increase
in NIA receipts, about 12X percent,

Coo L e o T R

Changes in Federal Government
Receipts (NIA Basis)

Billlen & Charq-

=10
I

TOTAL

Personal Tanes

Comporaie Profits
Tanes

Indirset Bistiness
Tanns

Cantribastions for
Social Insurance

*Eulimule by BE4

\L5. Deparymert o Comnece, Betaan o Econome Maiaa H=-=1



February 1972

would be the largest percentage increase
sinee the gain of 184 percent in fiscal
1969, when the individual and corpor-
ate income tax surcharge was imposed.
The projected 1973 inecrease rests en-
tirely on the rapid growth of economic
activity projected in the budget. Higher
incomes will account for a pain of
$26% billion in 1973, while the net
effect of tax rate changes is to reduce
receipts about §4 billion (table 5). For
fiscal 1972, a %15 billion increase
resulting from higher incomes is ex-
pected to be partly offset by a $64
billion decline due to tax changes,
mainly provisions of the Tax Reform
Aect of 1069 and the Revenue Act of
1971,

The reduction of 1973 receipts be-
cause of tax changes, like that in 1972,
is the net result of many factors. The
principal causes are revenue reductions
resulting from the Revenue Act of 1971
and the Tax Reform Act of 1969, and
the absence in 1973 of the speedup of
estate and gift tax payments that
boosted receipts in 1972, These revenue
decreases more than offset inereases in
social security taxes under present and
proposed legislation.

Personal taxes up $7 billion

Personal tax and nontax payments
are projected at $98% billion in fiscal
1073, an inerease of %7 billion. This
inerease is the net result of a gain of
about $13 billion attributable to higher

Table 5.—Breakdown of Changes in Federal

Receipts, NIA Basis
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income, partly offsst by a loss of $6
billion because of tax changes (table 5).
Tax changes for individuals provided
in the Tax Reform Act of 1969 and the
Revenue Act of 1971 will cut receipts
about $3% billion from 1972 to 1973,
and the absence of the speedup of
estate and gift tax payments will cut
receipts another $1% billion. Proposed
legislation affecting private pension
plans and the retirement income eredit
would lower fiseal 1973 receipts nearly
&1 hillion. Other changes designed to
inerease  withholdings and  minimize
final settlements increase receipts about
$%4 billion less in 1973 than in 1972
Disposable income has already been
affectod by the tax rvelief measures
enacted in 1960 and late 1071, prin-
cipally those raising the personal ex-
emption and the standard deduction
and eliminating the phaseout of the
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low income allowance. Withholding
raotes were lowered in January and July
1970, Junuary 1971, and January 1972
to reflect changes in the laws, The
reduction in withholding payments in
January 1972 was much smaller than
the reduction in liabilities becaunse
withholding schadules were adjusted to
pliminate the underwithholding so prev-
alent in calendar 1971, The adjusted
withholding schedules would produce
significant overwithholding if taxpayers
failed to offset some of the impact by
increasing their exemptions for with-
holding purposes., However, the fiscal
1973 budget does not assume o sig-
nificant amount of overwithholding.
The amount of nonwithheld pay-
ments (net of refunds) is also affected
by the changes in the laws, and by the
1971 underwithholding, Final ssttle-
ments in the spring of 1972 will be
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Table 6.—Taxable Wages and Tax Rates
Under Social Security
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swelled by payments from persons
underwithheld in 1971 but will be held
down by the net settlements from per-
sons benefitting from the retroactive
reductions in 1971 tax lisbilities pro-
vided for in the 1971 Act. The new tax
cradit for investment and liberalized
depreciation rules, also part of the
Revenue Act of 1971, will lower net
sattlements in 1972 and 1973.

Largeadvance in profits taves

A net advance of $7% billion is pro-
jected in corporate tax liabilities,

An estimated fiscal 1973 revenue in-
crease of over §8 billion resulting from
8 sizable increase in profits is partly
offset by o decline of nearly $% billion
because of tax changes, The decline in
liabilities largely reflects the new tax
credit for investment in machinery and
equipment and liberalized depreciation
rules spelled out in the Revenue Act of
1971.

The estimated 1973 inerease in prof-
its tax liabilities appears to rest on the
assumption that pretax profits will rise
more than %20 billion from fiseal 1072
to fizeal 1973, Excluding the new de-
preciation rules, which raise eapital
consumption allowances and lower prof-
ite in the national accounts, profits
are projected to increase by a somewhat
larger amount over the same period.

Indirect business tax and nontax
accruals are estimated to increase about
%1 billion in fiscal 1973; they should
declineg $% billion in 1872, when the
excise tax on automobiles and light

SURVEY OF CURRENT BUSINESS

trucks was removed. Two tax changes
affect fiscal 1973: a proposal to raise
highway user charges, effective July 1,
1972, and a reduction in the telephone
excise tax from 10 percent to 9 percent
under present law, effective January 1,
1973. The import surcharge, which
raises customs duties $% billion in
fiscal 1972, is not a factor in 1973.

Record increase in social insurance
contributions

Social insurance contributions are ex-
pected to increase a record $9% billion
in fiscal 1973, to over §68 billion. The
annual  inerease averaged about $5
billion in 1971 and 1972, Neurly 36k
billion of the 1973 increase is attribu-
table to tax changes, with the remaining
$3 billion due to an anticipated increase
in the dollar velume of payrolls covered
by the social security system and other
retirement and insurance programs,

Under existing law, the maximum
earnings subject to the socinl security
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tax increased from $7,800 to $9,000 on
January 1, 1972. Proposed legislation
would raise it to $10,200, retroactive
to the same date. These increases
account for §5 billion of the projected
fiscal 1973 increase in contributions.
Another $1 billion is due to a projected
inerease in the combined social security
tax rate from 10.4 percent to 10.8 per-
cent on Jabuary 1, 1973, Under present
law, the rate would go to 11.3 percent,
but the administration is calling for a
reduction to 1058 percent. As shown in
table 6, the payroll tax cate and the
maximum wage base have inereased
substantially in the past few years.

The 1972 increases in the tax base
would have their most pronounced
offect on actual receipts in the second
half of calendar 1972, as persons would
reach the sarnings maximum later in
the year than they would with the
lower base. However, on a seasonally
adjusted basis in the national income
accounts, the effect 1s to increase con-
tributions about %5 billion (annual rata)
in the first guarter of calendar 1972,

Fiseal 1973 Expenditures

Federal expenditures as measured in
the national income accounts are pro-
jected to inerease by over $18 billion
in fiscal 1973, compared with a $25)
billion advance forecast for the current
fiscal year (table 3). Major gains are
expected in 1973 in nearly all the ex-
penditure categories. Personal transfers
show the largest gain (§7% billion),
followed by grants-in-gid ($4}% billion),
defense purchases ($3}4 billion), and
net interest ($1% billion).

Upturn in defense

National defense purchases reached a
peak of $78 billion in fiseal 1969 and
declined thereafter. They totaled $73
billion in fiscal 1971 and are estimated
to advanced very modestly in the cur-
rent fiscal year to $73% billion, and
to rise more sharply in 1973 to $T6H
billion.

Defense spending in the unified budg-
et is projected to increase only $X
billion in 1973. Table 7 shows the func-
tional detail of unified budget defense
outlays, and a reconciliation of those
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outlays to defense purchases on the
NIA basis,

Increases in the compensation of
military and civilinn personnel have
been a major factor in maintaining
high levels of national defense purchases
for many years (chart 12). This trend
in compensation continues in  fiscal
1972 and 1973, Pay raises for military
and/or civilian personnel effective in
November 1971 and January 1972, and
proposed for July 1972 and Januvary
1973, add & projected $2% billion to
defense purchases in fiseal 1972 and
$5% billion in 1973,

Excluding pay raises, nearly all
components of national defense pur-
chases are projected to decline or remain
unchanged in fiscal 1973. Only the
delivery of military hard goods shows
a significant gain.

Military personnel costs, excluding
pay raises, are expected to decline by
over $14 billion in 1973, It is estimated
that by June 30, 1973, the level of
military personnel will be below 2.4
million, only 34,000 below the level on

Table 7.—Breakdown of National Delense
ﬂulln}'n in the Unified Budget, and Their
Helationzhip to  National Defense
Purchases on the NIA Basis, Fiscal Years
1971-73
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June 30, 1972 but down more than
160,000 from December 1971 and
nearly 1.2 million from June 30, 1968,

There is no net change in purchases
for operation and maintenance, In-
crenses for improved personnel support
services, all-volunteer force programs,
pnd training aclivities, offset declines
for combat support and for supply and
maintenance activities. The pay of
civilian personnel is mainly ineluded in
the operation and maintenance cate-
gory. There is a reduction of only 5,000
in such personnel from June 1972 to
June 1973, although the June 1973
level 15 estimated to be 55,000 below
December 1971.

Defense procurement

Purchases of military hard goods
as recorded on a delivery basis in the
National Income Accounts are ex-
pected to increase about $2 billion in
1973. However, budget cash outlays
for procurement drop nearly $2 billion,
lurgely reflecting completed buying of
A-7 and F-4 aircraft. A part of the
large difference between deliveries and
outlays may be attributable to o new
payvments policy announced by the
Department of Defense (DOD),

As of January 1, 1972, defense con-
tractors will finance initially a larger
share of work in progress than they have
previously. In the past, the DOD has
made payments to contractors for work
in progress on the basis of costs incurred
by the contractors. The evidence of
costs incurred has been provided by
vouchers presented by contractors,
showing costs incurred by subcontrac-
tors or suppliers as well a2 costs ineurred
directly,

The new policy states that for all new
contracts signed after Junuary 1, 1972,
the DOD will not reimburse contractors
for costs incurred for purchases by them
or for subeontract goods and servieces
received by them until the contractors
pay the suppliers or subcontractors. The
new policy also states that all vouchers
will be paid biweekly, instead of the ae-
eustomed weekly or, in some cases, daily
basis,

New obligational authority

An important indicator of future
DOD spending, new obligational au-
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thority (NOA), is estimated toincrease
more than 86 billion in fiscal 1973 as
compared to an inerease of only about
%1 billion in unified budget outlays for
DOD. Over $4 billion of the NOA in-
erease is for pay raises (including those
related to the all-veolunteer foree); other
increases are for procurement  (§1k
billion}, research and development (over
$% billion), and military construction
(%% billion). All other NOA is to decline
a net %1 billion.

Along with the acceleration of many
weapons programs included in NOA—
particularly for an undersea long-range
missile system and o fourth nuclear
pircralt carrier—the new budget also
appears to signal the end of large redue-
tions in armed forees strength, The re-
ductions in 1873 are modest
compared with those of the recent past.

fizcal

Srall gain in nondefense purchases

Nondefense purchases are estimated
to show a very modest gain of $% billion
in fiscal 1973, following a record 874
billion advance projected for the cur-
rent fiscal yvear. Much of the advance
in 1973 is due to pay increases. Although
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purchnses for the space program remain
ot their 1972 level of $3 billion, the 1973
outlays include $200 million for devel-
opment of & reusable space shuttle,
which conld cost over 36 billion by the
time it mokes itz initinl flight in 1978,

Agriculturs spending is an important
faptor in the lavge 1972 gain, The ad-
vanca is centered in the Commodity
Credit Corporetion (CCC}, resulting
from large calendnr 1971 grain srops.
In contrast to 1970, the growing seasen
in 1971 was excallant, with little recue-
rence of corn blight. The COC institutad
8 heavy corn purchnse progrom, pro-
vided emergency loans for naw-crop
corn, extended the loan period on old
grain, and extended corn loan aligibility
to producers in storapa-short arsns.
These efforts sre expected to decline in
fiscal 1073,

Tronaler payments surpass dejense
prrchoges

Government expanditures affact og-
gregate dempnd noé only directly,
through purchases of goods and serv-
fees, but alsp indirectly through outlays
sueh ns transfer payments, grants-in-
aid, interest payments, mnd subsidies.
Expendituyes other thon for purchazes
of goods and services are projacted to
increase ghout %17% billion in the
current. fizcal yesr ond by over F14
biflion in 1973. Transiesr payments,
spurred by an increase in sacial sacurity
benefite, will rise $7% billion in 1973,
(rants to Stata end loenl governments,
including revenus sharing, Wwill tise
nearly %43 billion. The other spanding
categories—nat interest paid, subsidies
{lese the current surplus of government
enterpriges), and foreign transfers—are
projected to ineresse more than 32
billion in 1973.

In the earrent fizgeal year, trensfer
payments to persons are expected to
increase $94 billion to » level of §77
bilion, making them higher than de-
fense purchasea ($73% billion this year).
The incresse projected for 1973 will
rajze transfers to 384% billion—nesrly
douhle the lavel of 1868 and about $8
billion shove fizeal 1973 defense pur-
chasez. The substaniial pgrowth of
ronsfers in recent years hos resulted
from the iniraduction of new programs,
such as medioars, as well as higher

SURVEY OF CURRENT BUSINESS

aversge benefits and a contnuvously
growing nuomber of beneficiaries in
exigting pregrome. In fiscnl 1972, ex-
tonded unemployment banefits are also
4 factor contributng to the rise of
trahsfers,

Socinl security benafits (exeluding
medicare) account For mora than 55%
billion of the 1873 widvanee, with aver
52 billion resulting fram a proposal
to incregse Lenefita by 6 percent for
over 28 million beneficiaries, effactive
June 30, 1272, In addition to increasing
benefits, the proposal would: (1) bring
widows' henefits up to the nmount
their decessed husbands would heve
received (mdding over §% hillion in
1973); (2) ollow beneficiacies to eoin
maore without o reduction in benefits,
effective Januvary 1073 (3% Lillion);
and (5) make other chonpes, such s
aubomntic benefit increnses with rizes
in the cost of living (nbout $% hillion).
Hospital and medics] poyments under
the medicare program are projecied
to ise nearty $1% billion next year to
slightly less than $10 billion, doubla
the 1398 level. Included in this increase
i3 3% hillion for the extension of thess
peyments (affeciive January 1973) to
disabled persons under 85 years of

Unemployment benefits under State
programs are projected to decline $14
hillion in fiscal 1973, to somewhat above
$5% hillion, alter nising to $8X billion
in 1872. The Employment Security
Amendments of 197¢ provided lor
extendod benefits, begirming in fanu-
ary 1972, to workers whe have ex-
hausted thair reguiar benefits. These
workers will receiva up to 13 wesks
of additional benefits until the nationnl
insured unemployment rate has deepped
below 4% percent. The 1970 nmend-
ments plso extended covernge to nenrly
¢ million additionnl workers, bringing
the total number covered by Federal
and State laws te more than 62 million.
In addition, Coogress enncied in
December 1971 a 6G-month propram
to provide temporary bensfits of a
further 13 weeks to unemployed workers
in Stotes whese the insured unemploy-
ment rate is % percent or more.

Dther transfer payments ore es-
timpted to advance 32 billion in fiscol
1973 with tha largest increases ex-

February 1872

pected  in  militery retirement snd
vaterans benefits ($1% billion), Fed-
orn] civilion retivement (5% billion}, and
food stamps ($Y billion). Tha lorge gain
in militery and wvetstons paymants
results from proposale to reform the
military retivement system and to
adjust averagm benafits for cost of
living incrasses. Recent legislotion has
revamped tha velsrans pansion system;
benefits were increased in January 1972,
The 1971 Amendments to the Food
Stamp Act, snd other changes, sipnif-
icantly increased benefits and aHowed
frea stamps for the poorest benefici-
aries. Some 13% million persons will be
receiving food stomp assistance by the
end of 1873, four times the nuntber in
July 1968,

The 1873 budget makes no pro-
vision for lransfer payment increnses
ns & reanlt of walfare veform, but it
dogs include funds for planning costs.
Proposed lepislation would initiate
family nssistance payments in fiacal
1074, incloding & minimum standard
benefit of $2,400 for o family of four
with no income, and %195 a month fer
en gged, blind, or disabled coupla.

Grants continue Lo advance

Continued prowth of grants-in-aid is
projected lor fiscnl 1973, The eapected
incranse is nbout $4% billion, far
smaller than the surge of more than 3%
billion expected in the surrent fissal
year. The unusually large gain pro-
jected for 1972 is the result of several
factors, including: (1) the proposed
introduction of general revenue shar-
ing, retroactive to Januoary 1, {2) an
advance poyment of public assistonce
grants, (%) increases in such programs
as environmenial proteciion and low
enforcement, end (4) large grants under
the new Emergency Employment As-
sistance Aect, which will last twao yeors
and provide State osnd local govern-
ments with nearly $2 billion to create
about 150,000 puklic service jobs.

Grants for public assistones, includ-
ing Medicaid, are estimated (o decline
§1% billion in 1973 after advancing $3%
billion in the current Bseal year. This
results from twa major factors: (1) a
shift of 51 biilien from 19073 to 1972,
designed to ense the fizpal pressure on
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statez cavsed by mounting costs, and
(2) o series of reforms in the public
nsgistence system. The reforms, which
will lowser grants in fiseal 1973, include:
{1} the implementetion of new regula-
tions defining reimbursable costa nnd
improved secounting systems, (2) im-
proved sontrol and mansgement of state
payments systems, and (3) propused
Iepislation emphasizing grenter cost ef-
foctivensgs, It iz also expected that
higher sorial seourity benefits snd the
extension of medicare benefitz to the
disabled will lower public nssistance
peyments.

Education gronts {excluding special
ravenue shering) ars projected to ad-
vancs shout $¥ billion in 1973, to a
total of more thon $4 billion. Mast of
this advance is in emergency school
assistance to aid State and locel gov-
ernments in meeting the problems of
desegregation and “racially impacted”
schoy] districts, Gronts for higher edu-
cation activities are expectad to decline,
but are being supplanted hy transfers
ond loans,

The budgst once agsin includes the
administration’s propozal for peneral
ravenue shering offective in enrly 1972,
retroactive to Jaowary. The proposal
would boost grants $2 billien in fiseal
1972 and $5 billien in 1973, In nddition,
special revenus sharing is proposed for
six broad-purpose proprmns—educa-
tion, low enforcement, manpower train-
ing, transportation, rural develogment,
and uvrban community development.
The effective date for two of these
programe—aducntion and uwrban devel-
apment—would be July 1, 1972, ndding
mora thon $% billion to 1973 grants.

The remaining increage in grants for
1873, about 32% hillion nltogather, is
sprend among a4 wide variety of pro-
groma, prineipally fer environmental
protection, modal cities, and emergency
employment assistonce. Grants under
the [atter program, which was initiated
in fisnal 1972, amount to over $¥ bil-
Kon this year and are sstimated to in-
trease to more than $1 hillign in fiscal
1973. Highway groats are expected to
incrense about $¥% billion in 1973 to
$4.8 billion.

SURVEY OF QURRERT BUSINESS

Large daficits incremse interest pay-
ments

Net interest said iz projected to in-
crense nenrly $1% billion in 1973 com-
pared to an estimaoted dacline of over
$% bilion in the ecurrent fisenl year.
This lorge ineresss is primarily the re-
sult of large budget deficits. The new
budget, estimates thet debt held by the
public (including ths Federa] Heserve
System) will increase $39% billion in
fisen]l 1972 and $27Y4 billion in 1073,
compered to an inerenze of slightly
less thon $19% billion in fseal 1971

Subsidies {less the cureent surplus
of government enterprises) are expected
to incrense over $X billion in 1079, Pay-
menis to farmers would inerease about
1 billion. Partly affsetting this ad vance
s & smoller deficit for the new Postal
Bystem—akout $1 billion as comparad
to ovar $1¥ billien in the current year.
Postal tate increnses, affsctive January
1073, would more than offset poy reises
far Postnl workers scheduled in July
1972 ond Jaousry 1973. Housing sub-
sidies are expected toincreass $¥ tillion.

Budget-NIA Reconciliation

The diiferences between the unified
budgat and the 1A Faderal secter can
be summarized in the following major
categories: (1) coverage; (2) the treat-
ment of finaneinl transactions; (3) net-
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ting and grossing; (4) timing; (5) land
trangactions; ond (6] miscollancous.
Tobla 8 shows o summary reconsilia-
tien of Federol receipis nnd sutlays as
recorded in the unifisd budgeb and in
the nutional invome nccounts,

Coverage

The unified budget includes receipts
ond expenditures assacinted with var-
ious territories and possessions—such
ne the Virgin Islands, Puerte Bico, and
Guam—that are excloded from the NIA
Foderal spctor. An adjustment is made
to both receipts snd expenditures for
shese transactions. Adjustment is also
muade for various deposit fund trans-
actions which are excluded from the
bodgat but incloded in the NIA
measure. In recent yeass, the mojor de-
posit fuad adjustment has involved
royalties recaived from Loulsionn off-
shore oil lenses. Bacause of o dispute
over the ownership of these royalties,
the Federal Government put the nnnuanl
peyments in on escrew accound. A
recent Supreme Court order awarded
over §1 billion of these funds to the

"TFederal Government, snd the unified

budget records the transfer ns an offset
to 1973 expenditures. However, over
the years, the NIA has recorded the an-
nual royalty payments as business non-
tax Teceipis, necessitating an adjust-
ment from the budget basia to tha NIA
basis. In 1973, an adjostment is
necessory in order to offsat the negative
impact of these peyments on budget
expenditures.

Fingnciol transections

Most Federsl loans are ineluded in
undfied budgei outlnys in o seperata
“loan pecount.” In addition, the budget
records most foreign loans and those
domestic lonns whose repayment is con-
tingent rather than mandetory in the
“arpenditura nceount.” The N1A ax-
¢ludes oll loans axeept mest CCC price-
support loans, which are recorded os
Federal purchoses and as a part of
farm incoma. Loan transactions ex-
eluded from the N1A bot incladed in the
unified bodget are estimated to be over
81Y billion in 1873, Also in the entegory
of financinl trangnctions is nn adjust-

{Comlinued on pags B5)



